CREDIT UNION DEPARTMENT

John J. Kolhoff Robert W. Etheridge
Commissioner Deputy Commissioner

May 27, 2020

Via email: budgetandpolicyreports@gov.texas.gov

The Honorable Greg Abbott
Governor, State of Texas

Governor’s Budget and Policy Teams
P.O. Box 12068

Austin, Texas 78711-2068

Dear Governor Abbott:

In accordance with Section 2056.002(d) of the Texas Government Code, enclosed is one copy of
the Credit Union Department’s Strategic Plan for 2021-2025.

Please contact Robert Etheridge in this office if you have any questions or need additional
information.

Sincerely,

Ly

ohn J. Kolho
Commissioner

JIK/iv

Enclosure

914 East Anderson Lane e Austin, Texas 78752-1699 e Telephone (512) 837-9236 e Fax (512) 832-0278



AGENCY STRATEGIC PLAN
FISCAL YEARS 2021 TO 2025

BY THE

CREDIT UNION DEPARTMENT
STATE OF TEXAS

CREDIT UNION COMMISSION OF TEXAS

Commission Member Dates of Term Hometown

Yusuf E. Farran July 16,2015 to February 15, 2021 El Paso, Texas
Elizabeth L. “Liz” Bayless August 8, 2019 to February 15, 2025 Austin, Texas
Karyn C. Brownlee August 8, 2019 to February 15, 2023 Coppell, Texas
Beckie Stockstill Cobb July 16, 2015 to February 15, 2021 Deer Park, Texas
Steven “Steve” Gilman July 16,2015 to February 15, 2021 Katy, Texas

Sherri Brannon Merket April 13,2011 to February 15, 2023 Midland, Texas
James L. “Jim” Minge May 21,2017 to February 15, 2023 Arlington, Texas
David F. Shurtz August 8, 2019 to February 15, 2025 Hudson Oaks, Texas
Kay Swan August 8, 2019 to February 15, 2025 Monahans, Texas

DATE OF SUBMISSION, JUNE 1, 2020

WeYisy 774

John J. Kolho6ff, Commissioner

APPROVED: // M’/ = /?Z%M) e

[/ Yuyﬁ’ﬁ. Farran, Commission Chair




TABLE OF CONTENTS
PART 1 STRATEGIC PLAN

Tl Page. . et e
1) (S0 0] 11 1< 11 1< PR

AGENCY MISSION. ..uiuiniiiiniiiiiiiiiiiiin e

Agency Philosophy.......cooviiniiiiiiiiiii
AGENCY OVEIVIEW. .. tutiniiiiieniiienenieetineeee ittt erteaenietteneeererane
Agency Operational Goals and Action Plan...........c.cccooviiiiiinniiiniiiniin
Goal 1. To ensure a safe and sound credit union industry ................
Goal 2. To provide a flexible regulatory framework that enables credit
unions to provide a full competitive array of financial services. ...
Goal 3. To safeguard the interest of credit union members.....................
Goal 4. To develop a professional and motivated staff that provides quality
service to the citizens of Texas and supports achievement of the
StAtULOTY TNISSION. «.\vvinineneniieeneninecii e enenerereneneneneiaanens
Redundancies and Impediments..........cccovvvveviiniiiiiiiiiiiiiin

PART 2. SUPPLEMENTAL ELEMENTS

Schedule A: Budget Structure .........covvveieiieiieiiiiiiiiiiiiiiciie s
Schedule B: Performance Measure Definitions............ccoevevuiiiiiiiiininiinnn.

Schedule C: Historically Underutilized Business Plan ....................ci

Schedule D: Statewide Capital Planning.............cooooviiiiiiin

Schedule E: Health and Human Services Strategic Planning...........................

Schedule F: Agency Workforce Plan and the Texas Workforce System Strategic

Page 1
Page 2
Page 3
Page 3
Page 3
Page 4
Page 4

Page 5
Page 7

Page 8
Page 11

Page 13
Page 16
Page 27
Page 29
Page 29

Page 30
Page 38



PART 1. STRATEGIC PLAN
AGENCY MISSION

The mission of the Credit Union Department is to safeguard the public interest, protect the financial interests
of credit union members, and promote public confidence in the credit union industry in accordance with TEX.
FN. CoDE §15.102.

AGENCY PHILOSOPHY

The Credit Union Department will serve the public, credit unions and their members, exercising the highest
standards of regulatory oversight, emphasizing professionalism and personal ethics. The Department will
guide credit unions toward continuous improvement in financial strength and effectiveness in the provision
of financial services to their members. Supervision and examination will be fairly and consistently
administered as appropriate to ensure fiscal integrity of the industry. Preservation of public confidence in
credit unions and the protection of members' interests, and shares and deposits of credit unions will remain a
principal focal point of the agency. This will be accomplished through effective regulation and open
communication with credit unions and the general public.

AGENCY OVERVIEW

The Credit Union Department (“Department”), under the oversight of the Credit Union Commission
(“Commission”), is charged with assuring the safety and soundness of state-chartered credit unions in Texas.
The agency also oversees branches of out-of-state credit unions operating in the state.
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AGENCY GOALS AND ACTION PLAN

AGENCY OPERATIONAL GOAL AND ACTION PLAN

Goal 1. To ensure a safe and sound credit union industry.

SPECIFIC ACTION ITEMS TO ACHIEVE YOUR GOAL

1. Ensure the Department anticipates, understands, addresses, and communicates risk to credit unions.

2. Ensure the Department cooperates with other regulatory authorities on common interests.

3. Develop and deploy supervisory methods and analytical tools appropriately pacing industry and
economic changes in the financial services industry.

DESCRIBE HOW YOUR GOAL OR ACTION ITEMS SUPPORTS EACH STATEWIDE
OBJECTIVE

1. Accountable to tax and fee payers of Texas.
¢ Ensuring no state funds are spent on Department operations; as a self-directed, semi-
independent agency, the Department’s revenue is derived from state-chartered credit unions
operating fees and assessments.
Being a prudent steward of its financial resources.
Providing transparency through its reporting.
Establishing the appropriate regulatory framework.
Complying with the examination requirements of 7 TEXAS ADMIN. CODE (TAC) Section 97.105.
2. Efficient such that maximum results are produced with a minimum waste of taxpayer funds,
including through the elimination of redundant and non-core functions.
¢ Ensuring risk-based supervision is properly implemented and focused on material risks to the
industry and individual credit unions.
Identifying emerging risk areas related to industry and individual credit unions.
Working effectively with the NCUA, private share insurance providers, and other state
regulators to identify and address risks and emerging issues.
e Resolving problem credit unions in a timely fashion, effectively, and when possible, without
loss to the share insurance provider.
3. Effective in successfully fulfilling core functions, measuring success in achieving performance
measures and implementing plans to continuously improve.
e Resolving problem credit unions in a timely fashion, effectively, and when possible, without
loss to the share insurance provider.
e Ensuring risk-based supervision is properly implemented and focused on material risks to the
industry and individual credit unions.
Identifying emerging risk areas related to industry and individual credit unions.
Taking prompt and effective enforcement actions when warranted.
4, Providing excellent customer service.
¢ Implementing and developing new coordination and collaboration agreements with the NCUA,
private share insurance providers, and other applicable state regulators regarding supervisory
activities performed in credit unions and information exchange.
e Working effectively with the NCUA, private share insurance providers, and other state
regulators to identify and address risks and emerging issues.
5. Transparent such that agency actions can be understood by any Texan.
e Complying with the examination requirements of 7 TAC Section 97.105.
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Implementing and developing new coordination and collaboration agreements with the NCUA,
private share insurance providers, and other applicable state regulators regarding supervisory
activities performed in credit unions and information exchange.

Adhering to performance measures.

1.

DESCRIBE ANY OTHER CONSIDERATIONS RELEVANT TO YOUR GOAL OR ACTION
ITEM

The Department fosters safe and sound credit union practices through regular risk-focused
examinations, publication of guidances and policies, ongoing communications with credit union
officials, and the review of applications submitted by credit unions to expand activities. When
appropriate, the Department has a range of informal and formal enforcement options available to
resolve safety and soundness problems identified at these institutions. The Department also devotes
resources to administering off-site monitoring programs and to enhance its ability to timely identify
emerging safety and soundness issues and trends.

Should a situation arise where a noncompliant business is discovered, the Department has statutory
authority to take enforcement action against the entity. Disputes are investigated by staff and every
attempt is made to bring about a fair resolution. State leadership and other interested parties are
routinely provided information about credit unions, and the associated laws, rules, policies, and
practices of the Department.

This strategic plan reaffirms the Department’s mission to ensure that credit unions operate in a safe
and sound manner, provide fair access to credit union services, treat members fairly, and comply with
applicable laws and rules. The plan presents a vision in which the Department is a preeminent agency
that adds value through proactive and risk-based supervision, is sought after as a source of knowledge
and expertise and promotes a vibrant and diverse credit union system that benefits the Texas
economy. To succeed in that mission and achieve that vision, the Department commits itself to the
core values of integrity, expertise, collaboration, and independence—values that always have been
the bedrock of the Department’s culture.

The Department works closely with federal and other state regulators to provide credit unions
seamless supervision, minimal disruption and costs, and effective use of resources. The
Department continues its collaboration with the National Credit Union Administration (NCUA)
started in 2003. The program results in more efficient and less burdensome examinations for
credit unions. Furthermore, effective January 1, 2019, the Department was one of six state credit
union regulators to begin participating in an alternating examination pilot (AEP) program with the
NCUA. A select group of seventeen Texas state-chartered credit unions were selected to
participate in the pilot which will last for approximately three years. The AEP is similar to the
existing joint examination program with the exception that the two agencies will alternate
responsibilities for issuing the joint examination report over two complete examination cycles.

AGENCY OPERATIONAL GOAL AND ACTION PLAN

Goal 2. To provide a flexible regulatory framework that enables credit unions to provide a full array of
competitive financial services.

SPECIFIC ACTION ITEMS TO ACHIEVE YOUR GOAL

1. Ensure each Commission rule is current, clearly written, and necessary for an effective supervisory

process.

2. Support credit union efforts to remain competitive and viable, consistent with safety and soundness|

implications.
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DESCRIBE HOW YOUR GOAL OR ACTION ITEMS SUPPORTS EACH STATEWIDE
OBJECTIVE

1. Accountable to tax and fee payers of Texas.

Ensuring no state funds are spent on Department operations; as a self-directed, semi-independent
agency, the Department’s revenue is derived from state-chartered credit unions operating fees
and assessments.

Being a prudent steward of its financial resources.

Providing transparency through its reporting.

Drafting, amending, and implementing rules to fulfill Legislative directives and to ensure
relevance to current marketplace conditions.

Implementing rulemaking through successful collaboration and consultation with interested
parties.

Communicating attributes of the state charter within and outside the Department.
Implementing and maintaining processes for prompt screening of applications.

2. Efficient such that maximum results are produced with a minimum waste of taxpayer funds,
including through the elimination of redundant and non-core functions.

Drafting, amending, and implementing rules to fulfill Legislative directives and to ensure
relevance to current conditions.

Developing and modernizing attributes of the credit union charter and the role and status of the
industry.

Enhancing communication with the NCUA and other state regulators to facilitate better
coordination on issues affecting credit unions.

Implementing and maintaining processes for prompt screening of applications.

Enhancing existing technology solutions that support effective application operations.

[ ]
3. Effective in successfully fulfilling core functions, measuring success in achieving performance
measures and implementing plans to continuously improve.

Meet or exceed performance measures.

Conducting the mandatory rule review in accordance with Commission’s approved plan.
Implementing and maintaining processes for prompt screening of applications.
Establishing policies and procedures that provide clear and comprehensive guidance.
Enhancing existing technology solutions that support effective application operations.

4. Providing excellent customer service.

Accessible staff who are a resource for consumers and the regulated industry.

Supporting the continued recognition of the attributes of the state credit union charter through
appropriate opinions and rules.

Investigate and resolve customer complaints in a timely manner.

Establishing policies and procedures that provide clear and comprehensive guidance.
Enhancing existing technology solutions that support effective application operations.
Providing useful information for consumers and the regulated industry on the Department’s
website.

5. Transparent such that agency actions can be understood by any Texan.

Adhering to performance measures.

Implementing rulemaking through successful collaboration and consultation with interested
parties.

Communicating attributes of the state charter within and outside the Department.

Establishing policies and procedures that provide clear and comprehensive guidance.
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DESCRIBE ANY OTHER CONSIDERATIONS RELEVANT TO YOUR GOAL OR ACTION
ITEM

1. The Department places a high priority on its responsiveness to inquiries, requests, and complaints
from citizens, members, credit unions, public officials, and other state and federal governmental
entities. Pursuant to statute, the Department accepts complaints against credit unions and reviews
them for potential violations of applicable laws or rules. When the Department receives complaints,
credit unions are contacted and given an opportunity to respond to a member’s concern or inquiry.
Member complaints have increased over the last five years and the Department expects this trend to
continue. In fiscal year 2013, the Department resolved 223 complaints, rising to 230 in 2014, 253 in
2015,265in2016,280in2017,338in2018 and 376 in 2019. Through its response to these complaints
and inquiries, the Department attempts to help members better understand their rights and
responsibilities under applicable laws and regulations. The Department monitors the level of
satisfaction with its responses to member complaints and inquiries.

2. The Department works closely with federal and other state regulators to provide credit unions
seamless supervision, minimal disruption and costs, and effective use of resources. The
Department continues its collaboration with the National Credit Union Administration started in
2003. The joint program results in more efficient and less burdensome examinations for credit
unions.

3. The Department cooperates with the Financial Crimes Enforcement Network (“FinCEN”) and
numerous other federal agencies to monitor compliance with the BSA/AML and USA Patriot Act
and other laws governing credit unions. The rise in popularity of virtual or digital currencies has
the attention of federal and state regulators for many reasons including money-laundering concerns.
FinCEN has issued guidance which labels certain digital currency entities as money transmitters
and requires them to implement AML programs.

AGENCY OPERATIONAL GOAL AND ACTION PLAN

Goal 3. To safeguard the interest of credit union members.

SPECIFIC ACTION ITEMS TO ACHIEVE YOUR GOAL
1. Ensure consumer complaints are processed in a timely fashion and investigated appropriately.
2. Encourage credit union involvement in providing financial services in underserved communities.

DESCRIBE HOW YOUR GOAL OR ACTION ITEMS SUPPORTS EACH STATEWIDE
OBJECTIVE

1. Accountable to tax and fee payers of Texas.

¢ Ensuring no state funds are spent on Department operations; as a self-directed, semi-independent
agency, the Department’s revenue is derived from state-chartered credit unions operating fees
and assessments.

e Being a prudent steward of its financial resources.
Providing transparency through its reporting.
Drafting, amending, and implementing rules to fulfill Legislative directives and to ensure
relevance to current conditions.

o Reinforcing the importance of fair and honest treatment of credit union members through
appropriate supervisory and enforcement action.

e Supporting the efforts of credit unions to expand their fields of membership to include
underserved and low-income communities.
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2. Efficient such that maximum results are produced with a minimum waste of taxpayer funds,
including through the elimination of redundant and non-core functions.
o Supporting the efforts of credit unions to expand their fields of membership to include
underserved and low-income communities.
3. Effective in successfully fulfilling core functions, measuring success in achieving performance
measures and implementing plans to continuously improve.
o Strengthening role in addressing member privacy, information security, and identity theft.
e Supporting the efforts of credit unions to expand their fields of membership to include
underserved and low-income communities.
4. Providing excellent customer service.
e Strengthening role in addressing member privacy, information security, and identity theft.
e Supporting the efforts of credit unions to expand their fields of membership to include
underserved and low-income communities.
5. Transparent such that agency actions can be understood by any Texan.
e Reinforcing the importance of fair and honest treatment of credit union members through
appropriate supervisory and enforcement action.

DESCRIBE ANY OTHER CONSIDERATIONS RELEVANT TO YOUR GOAL OR ACTION
ITEM

1. Through its response to the complaints and inquiries, the Department attempts to help members
better understand their rights and responsibilities under applicable laws and regulations. The
Department monitors the level of satisfaction with its responses to member complaints and inquiries.

2. The National Association of State Credit Union Supervisors (“NASCUS”) has established
accreditation standards for credit union supervision and regulation. Patterned after university
accreditation, the accreditation process requires a comprehensive review of all factors needed to
have a fully functional regulatory agency. The Department has been continuously accredited by
NASCUS since 1996. Every year, the accreditation committee of NASCUS requires updated
information to maintain accredited status; a full-scale re-accreditation occurs on-site every five
years, which for the Department will occur in 2021. Accreditation provides the Department with
national recognition among its peers and professional respect from the institutions it regulates.

AGENCY OPERATIONAL GOAL AND ACTION PLAN

Goal 4. To develop a professional and motivated staff that provides quality service to the citizens of
Texas and supports achievement of the Department’s statutory mission.

SPECIFIC ACTION ITEMS TO ACHIEVE YOUR GOAL
1. Ensure the Department maintains a competent, highly motivated, and diverse workforce in a fair and
inclusive work environment.
2. Ensure he Department is an efficient, effective, and ethical organization.
3. Ensure the Department’s resource decisions and operations reflect sound financial, security, and risk
management principles.

DESCRIBE HOW YOUR GOAL OR ACTION ITEMS SUPPORTS EACH STATEWIDE
OBJECTIVE
1. Accountable to tax and fee payers of Texas.
¢ Ensuring no state funds are spent on Department operations; as a self-directed, semi-independent
agency, the Department’s revenue is derived from state-chartered credit unions operating fees
and assessments.
e Being a prudent steward of its financial resources.

8
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3.

Providing transparency through its reporting.

Drafting, amending, and implementing rules to fulfill Legislative directives and to ensure
relevance to current marketplace conditions.

Maintaining a comprehensive Equal Employment and Workforce Diversity Plan.

Ensuring compliance with laws, rules, and stewardship of its resources through program
evaluations and a quality management framework.

Ensuring compliance with the rules, policies and procedures for ethical conduct by its employees.
Achieving reliable, accurate and timely financial resources management information.

2. Efficient such that maximum results are produced with a minimum waste of taxpayer funds, including

through the elimination of redundant and non-core functions.
Executing an aggressive recruiting and comprehensive training strategy for new entry-level
examiners.
Developing proactive initiatives focused on the retention of employees, including addressing pay
differentials for examiners to bring base pay more in line with the examiner pay at other regulatory
agencies, maintaining staffing to achieve the ideal level of 160 exam days annually for each
examiner, mentoring, employee feedback, incentives, and recognition programs.
Creating a leadership development program to support and enhance management succession.
Ensuring compliance with laws, rules, and stewardship of its resources through program
evaluations and a quality management framework.
Ensuring reliable, secure, modern information technology systems are in place in support of an
environment that meets the Department’s mission, goals, and objectives.
Ensure that ongoing training for examiners keeps pace with industry needs in areas such as
information technology, member business loans, asset-liability management, compliance, etc.
Achieving reliable, accurate and timely financial resources management information.
Implementing security controls to mitigate risk and to protect confidential information.
Improving contingency planning for business continuity, including information technology
recovery, compliance with Homeland Security requirements, and crisis management strategies.

Effective in successfully fulfilling core functions, measuring success in achieving performance

measures and implementing plans to continuously improve.
Executing an aggressive recruiting and comprehensive training strategy for new entry-level
examiners.
Developing proactive initiatives focused on the retention of employees, including addressing pay
differentials for examiners to bring base pay more in line with the examiner pay at other regulatory
agencies, maintaining staffing to achieve the ideal level of 160 exam days annually for each
examiner, mentoring, employee feedback, incentives, and recognition programs.
Creating a leadership development program to support and enhance management succession.
Maintaining a comprehensive Equal Employment and Workforce Diversity Plan.
Ensuring compliance with laws, rules, and stewardship of its resources through program
evaluations and a quality management framework.
Ensuring compliance with the rules, policies and procedures for ethical conduct by its employees.
Ensuring reliable, secure, modern information technology systems are in place in support of an
environment that meets the Department’s mission, goals, and objectives.
Ensure that ongoing training for examiners keeps pace with industry needs in areas such as
information technology, member business loans, asset-liability management, compliance, etc.
Leveraging technology, with a focus on information management initiatives, such as records and
knowledge management.
Implementing security controls to mitigate risk and to protect confidential information.

9
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e Improving contingency planning for business continuity, including information technology
recovery, compliance with Homeland Security requirements, and crisis management strategies.

e Achieving reliable, accurate and timely financial resources management information.

4. Providing excellent customer service.

e Developing proactive initiatives focused on the retention of employees, including addressing pay
differentials for examiners to bring base pay more in line with the examiner pay at other regulatory
agencies, maintaining staffing to achieve the ideal level of 160 exam days annually for each
examiner, mentoring, employee feedback, incentives, and recognition programs.

o Ensuring compliance with laws, rules, and stewardship of its resources through program
evaluations and a quality management framework.

Ensuring compliance with the rules, policies and procedures for ethical conduct by its employees.
Ensuring reliable, secure, modern information technology systems are in place in support of an
environment that meets the Department’s mission, goals, and objectives.

o Ensure that ongoing training for examiners keeps pace with industry needs in areas such as
information technology, member business loans, asset-liability management, compliance, etc.

o Achieving reliable, accurate and timely financial resources management information.

5. Transparent such that agency actions can be understood by any Texan.

e Developing proactive initiatives focused on the retention of employees, including addressing pay
differentials for examiners to bring base pay more in line with the examiner pay at other regulatory
agencies, maintaining staffing to achieve the ideal level of 160 exam days annually for each
examiner, mentoring, employee feedback, incentives, and recognition programs.

Maintaining a comprehensive Equal Employment and Workforce Diversity Plan.
Ensuring compliance with laws, rules, and stewardship of its resources through program
evaluations and a quality management framework.

e Ensuring compliance with the rules, policies and procedures for ethical conduct by its employees.

e Achieving reliable, accurate and timely financial resources management information.

DESCRIBE ANY OTHER CONSIDERATIONS RELEVANT TO YOUR GOAL OR ACTION
ITEM

e The Commission sets the spending limits of the Department. As a SDSI agency, the Department
continues to be self-funding and no General Revenue Funds are used to support its operation.

¢ Financial crimes consist of several broad categories such as fraud, money laundering, and corruption
with many subcategories such as terrorist financing, identity theft, kickbacks, and bribery. The
United States government has powerful tools to pursue financial criminals and the framework to force
credit unions into compliance with a wide range of laws, such as the Bank Secrecy Act/Anti-Money
Laundering and USA Patriot Acts. Financial crimes are a threat for credit unions and the Department
alike. Having a knowledgeable and trained staff that understands the risks and how they can be
managed is essential.

e No single factor is more critical to the Department’s ability to accomplish its mission and to its
success than its staff. Acquiring, developing, and retaining a competent workforce continues to be
one of the Department’s top priorities and is one of its four strategic goals. At the same time, and
similar to the rest of state government, significant internal and external factors affect the
Department’s current and future workforce, challenging the Department’s ability to ensure that the
its staff is well trained, skilled, and capable of meeting the needs of the rapidly changing and growing
complex industry.

e The Department operates and maintains its only office in Austin. Agency examiners work from their
residences, located primarily in the Dallas/Fort Worth and Houston metropolitan areas. Because
credit unions are located throughout the state, examiners are required to travel extensively in
examining credit unions with overnight travel of approximately 40 to 55 percent. Given the amount
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